M SSOURI PUBLI C SERVI CE
GAS TASK FORCE MEETI NG
MAY 24, 2001

Appear ances:
From MO PSC. Warren T. Wbod, P.E., Gas Dept. Manager
200 Madi son Street, Jefferson City, MO 65102

Al so Present: Doug M cheel and Tim Schwartz

BE | T REMEMBERED t hat on Thursday, the 24th day of My, 2001, at 6:30

p.m, at Truman State University, Violet Hall, Room 1000, Kirksville, M ssouri,
the foll owi ng proceedings were had, to wit:
MR, WOOD: | need your nanme for the court reporter, please.

AMANDA JONES: |'m Amanda Jones with the Kirksville Daily Express. And
just wanted to clarify with nost of these different kinds of efforts to have a
stable price rather than at the | owest possible price, those are nostly
dependent on the-- on us asking the utility --conmpany to nake a guess about
what's going to happen with the pr 4ces? Am | understanding that correctly?

MR, WOOD: Doug?

MR. M CHEEL: Currently the way the system works right now, and I think the
systemis always going to work, is the natural gas utility has the obligation to
purchase the gas because they're in the business and rate payers are paying for
their gas supply departnment personnel and it's their job-- okay-- to procure the
gas.

And generally the way we have it right now, it's their job to ensure that
they get reliable supplies at just and reasonable rates and that they have
enough gas to supply the needs of custoners.

And t he question that, you know, you pose is currently under the current PGA
system that we have, you can see prices change greatly and fluctuate up and
down. And the question that we all struggle with is what can gas utility
conpanies do to mtigate that volatility in price. And the second issue is
what's the cost that's going to be related to nitigating that price volatility.

As Warren indicated, right now, you know, you ride the cycle, if you will, and
you go up and down. Perhaps consuners want to pay a premumfor stability. And
therefore you're going to mss the peak, if you will, but you're also going to

m ss the | ow vall ey.

So they're going to be-- for exanple, this winter was particularly bad
because Novenber and Decenber in this part of Mssouri and in nost of M ssouri
were the col dest Novenmber and Decenber in recorded history. So custoners were
usi ng nore gas.

The flip side is if you would get at a fixed cost, gas, and it was a
war mer than normal winter, then you would be paying nore for gas than you woul d
if you had ridden the cycle.

So those are the trade-offs you have to think about and the issues that we
struggle with and the utilities struggle with every day in trying to come up
with a system where we have, you know, just and reasonable rates for the gas and
we al so ensure that there's adequacy of supply for the gas.

AMANDA JONES: Thank you.

MR, WOOD: Does that answer your question?

AMANDA JONES: Yeah, | think so.

MR, WOOD: Okay. Do we have any other questions? Thoughts? | deas?

BOB BEHNEN: Bob Behnen, state representative for this area. So as |
understand it, the problemwas in that there wasn't enough supply that the
nat ural gas producers had not done enough RND and there had not been enough



supply on hand to neet the demand with the higher-- or the nost-- well, one of
the col dest winters on record. |Is that correct?

MR. WOOD: Yeah. And that's an excellent question. Let ne kind of go
t hrough kind of what led up to this winter. And this is based on
Department of Energy information, AGA reports, different things like that and
sonme of their discussion on what led to this winter's probl ens.

If you go back to about 1985, you can look at the trend in natural gas
prices. Adjusted for inflation the price of natural gas dropped anywhere from 25
to 30 percent. And that coupled with a nunber of warner than normal w nters just
basically didn't provide enough incentive for the suppliers to get out and
develop the fields they were in and go di scover new fields.

In fact, |ooking at the ownership of natural g s reserves in the United States,
we saw that there was a transfer for many of the big boys in natural gas that we
historically think about to a bunch of smaller kind of wildcat-type deals.

And in fact, not that nmany years ago the count was sonething on the order of
7,000 different independent gas producers were produci ng about 65 percent of the
gas in the United States.

Many of these are pretty small outfits. And the description was nmade that
they were-- it was |like running on a hanster wheel for them There just wasn't
enough cost per unit in it for themto get out and get additional capital to
devel op new wel | s.

These groups are not as well capitalized. They're not as willing to take
the risk to go devel op new supplies. And just basically sonething that added to
it, the fact is that, you know, these suppliers, while they were relatively sl ow
in growmh, alnost flat in growh | ooking at sone recent articles in the Wl
Street Journal, there's sone discussion on supply levels. And you can see it's
been quite flat for a nunmber of years.

And if you look at the potential demand that we had if we had had norma
wi nters, there was divergence significantly. Three of our warnmest winters in the
| ast 30 years were these previous three before this w nter

And so it masked that effect. W had the potential several years ago to
see a spike like this, but it wouldn't have been at this magnitude because the
separation fromsupply and demand wasn't as profound. You know, that happened
for, three years.

And then wham we get hit with this kind of a winter, we have a
significant offset in supply and denand.

It wasn't that we didn't have enough. It's just that it was-- the margin
for-- or the excess in supply was thin enough that those suppliers that were out
there could pretty nuch-- you know, they-- | wouldn't say they could set the
price, but they were-- they had the opportunity to charge nmuch hi gher prices
than they had historically.

MR, BEHNEN: So, | nean, as we had devel oped, you know, a fornula basically
to identify what the trends are, you know, whether it's a regression analysis or
whatever, | nean, certainly we can identify what data would be an outlier so
that-- | nmean, | guess |'msurprised that over the |last three years that based
on the last 20, 30 years, whatnot that we wouldn't have been able to recognize
the last three were truly data outliers and that we woul d have-- | guess what
ny-- ny final point of what I"'mtrying to get to is obviously the problemwe had
was that we didn't have enough in reserves.

And, you know, we | ooked to the conpanies here locally. They were sinply
passing on the prices that came fromthe well-hit producers and that was, as |
understood it, where the whole problemwas, that it went all the way back to the
very beginning to the suppliers and not to the conpanies that we deal with on a
day-to-day basis as consuners, but that it was these natural gas producers.

And so | guess ny question is, is there any way that we can anmend the
formula to throw out those three years of data outliers so that we can |l ook at a
l ong-term fornula and say, "Okay. This is where the supply |evel should be," and



are we in a position to require certain supply-Ilevel s? Does that make sense? Do
you understand what |'m sayi ng?

MR. WOOD: Yeah, | understand what you're saying. | think nuch of what it
conmes down to is there's-- | believe-- and Timcan junp in certainly or Doug.
There is no control at the state or federal level in terns-- of what the
suppliers do. It is a conpletely deregul ated market and they respond to market
signals and they saw ot her opportunities doing other things than devel opi ng
addi ti onal natural gas supplies.

And obviously with the nmarket situation we're now in, that has conpletely
turned around and the rid (Phonetic.) counts have changed. One indicator of
what' s happening, the interest level in devel oping new supplies is rid counts.
In April of ‘99 | think we were at a record lowrid count for quite a long trend
of years. We're now approaching rid counts that are three or four tines that | ow
in April of “99-and | think on the order of better than three-quarters of the
rids are specifically looking for natural gas.

MR, M CHEEL: But let ne make it clear, though, representative. Part and
parcel of the problemin nmy mnd as a consunmer representative has to do with
some of the contracting practices that the local distribution conpanies
participate in.

I nean, they can control-- and in nmy mind it's their responsibility on
behal f of the consuners to be purchasing gas. And in ny view they should be
purchasing a m x-up type contract.

In other words, they should be purchasing sone fixed price contract gas.
They're going to know generally at a baseline what throughput's going to be in
any given winter. Ckay?

And they can go out into the narket and use different contracting
practices where they say, "All right. For five years we're going to enter into a
fixed price contract. We're going to pay you a little bit of a premum"”

Part and parcel of the problemthat we've seen is for some reason a |lot of the
| ocal distribution conpanies here in Mssouri |like to contract with gas supply
contracts that are tied to a specific market index and then a premium So when
that market index goes up, automatically that price of that contract escal ates.

And part and parcel to what we're trying to do in this task force is to
see as a group if there's some way we can work with the gas conpani es or sone--
sonmet hing we can cone together at to kind of diversify that mix and, if you
will, kind of shear off some of the spikes and shear off sonme of the valleys.
But | think it-- | would agree that generally it's the producers who, you know,
bid up the price, although | think it's inportant to point out that there was
never a supply shortage. W al ways had enough supply. It was nerely market
perception in nmy mnd this sumrer-- or this winter that if we continue to have
the cold weather, we mght run out of supply.

But it's inportant that it's the LDC at that |level that deals with the
contracting practices. And we need to do sonething, you know, to alter those
because generally in Mssouri all the LDCs have gone-- buy a contract that's
tied to the index. And when it shoots up, the consunmer is in trouble.

MR. WOOD: Go ahead, Tim

MR, SCHWARZ: If | might, | think it mght help to talk a little bit about
the good old days. In ny view, the good old days was 2 years ago and maybe 10
years before that.

Typically all that-- all gas conpanies have to store sonme gas during the
sumrer for operational reasons. The fields-- the gas coming out of the fields in
the winter isn't enough to supply all of-- particularly the space heating needs
of residential custoners in the winter.

So as far back as you care to go, they have injected-- pulled gas out of
the ground and injected the pipelines and injected it into storage for use in
the winter.



And in the good old days, gas in the summer was anywhere from$.20 to $.40
per MCF cheaper. Furthernmore in the good old days, natural gas nmight range
bet ween $1.50 per thousand cubic feet and $2.25 per thousand cubic feet.

And frankly at those prices, nobody really got very excited about it,
particul arly because you had the cheaper sumer gas in storage to offset even
the $2. 25.

The market price of natural gas in January of 2000 was about $2.25.

Bet ween April and June of 2000 it noved to-- within a range of $4, Nobody had
ever seen that kind of nove before. Al of a sudden you have summer gas not only
hi gher than winter gas normally is, but higher than winter gas really has ever
been before.

And | nean, |I'mafraid that the good ol d days are gone. | don't think that
it's likely that we'll ever get back to the $2.25 gas that-- | nean, even at
$2.25, there are a | ot of people who have a hard tinme paying their gas bills.

But people had |learned to live in that range.

And | nean, there's a |ot of new production going in. But the producers
aren't under the inpressions that they're produci ng $2.00 gas. They're under the
i npression they're produci ng $4, $5, $6 gas.

And | think that the range of prices that we're facing now- | nean, we've
seen gas go to $9.90 in Mssouri. And | nmean, while you might be able to live
with a junp between $2.00 and $2.25, the junp between $4 and $8 i s sonething
el se again.

And | think that it just enphasizes the inportance of what Doug said, that
we need to make sure that the approaches that we take to purchasi ng gas take out
the-- | mean, $4 is going to be hard to live wth.
$8, we need to be taking steps to see that that doesn't happen. And | think that
the contracting practices can go a |long way toward dealing with that.

MR. WOOD: Thank you.

MR. BEHNEN: Thank you.

CAROL DAVENPORT: My nane is Carol Davenport and | represent Kirksville
I nner Church Mnistries. | think the reality is that we all want stable rates
and | ow rates.

MR. WOOD: Under st ood.

CAROL DAVENPORT: But |ike the stock narket, we-- you know, we can't have that.
And | recognize that. My primary concern is that there would be some ki nd of
programin place that woul d ensure that people who live on the margins are able
to continue to have heat during the cold nonths.

And |I'm not sure exactly how we make that happen, but that would be ny
primary concern. And, you know, perhaps stable rates is the best way to do that.
You know, the reality is that for many of us, high gas prices don't threaten
whet her we can pay our nortgage or buy groceries for our famly. But for a |arge
nunber of people in our community, that is the stark reality.

And, you know, | don't know if the answer is a stronger encouragenent for
those fol ks that they get on sone kind of budget paynent plan where they're
paying a stable rate every nonth. I'mreally not sure what the answer is. But

that's my concern.

MR. WOOD: Thank you. | think that's-- you're consistent with nmuch of what
Doug and Timwere tal king about in an interest in doing some things to try to
bring some stability-- certainly cut the spikes off and understand that-- but
along with the lines that Timwas nentioning, we do have an issue where it's--
if we stabilize at $5 where we used to have problens with $2.25, then how nmuch
good have we really done?

And | would note that there are sonme options here that the task force is
| ooking at for alternative mechanisns for | ow and fixed i ncome custoners. And
there's al so sonme other-- Doug?

MR. M CHEEL: | just wanted to say there-- we have a pending rate case with
M ssouri Gas Energy, which is the local distribution conpany that serves



essentially the western half of the state, Kansas City area, St. Joseph, and
Joplin.

And our office has proposed a special |lowincone rate for custonmers who
are having trouble paying their bills. And essentially what, you know, the goa
of that is-is to ensure that those folks on the margin are getting, you know,
conti nuous heat during the w nter

But also we're recognizing that it's better for all custoners that these
fol ks stay on the system and nake sone sort of paynent toward their bill because
what happens in the rate-naking process is when |ocal distribution conpanies
have, | arge uncollectibles, you know, that they can't collect fromtheir
custoners, when they come in for a rate case and they ask for rate relief, those
uncol l ectibles are placed in the rates and all other customers, you know, pick
t hose up.

So we-- and | don't know where it's going to go. But we have reconmended
to the Conmmi ssion that a low incone rate be in place and to give certain
custoners that nmeet sone criteria, eligibility criteria a lower gas rate, if you
will, and maybe some extended paynent plans in order to try to alleviate that
probl em

So the concerns about |ow income custoners are sonething that we do talk
about, that we do think about. It's sonething we're going to think about in this
task force. And, of course, you know, we still have the Cold Weat her Rul e which
prevents cutoffs and things | @ke that.

And | know that our office and the utilities and the Comr ssion have
worked in the legislature to ensure that the utili-care |egislation be funded
every year, which is kind of simlar to LIHEAP or ECIP and things |like that. So
those are sone things that we're doing, recognizing the need for those fol ks on
the margin and the less fortunate folks.

MR, WOOD: And | would note there are some handouts up on the table on the
Cold Weather Rule that go into quite a bit of detail as to cutoff provisions and
different rights that they-- that those fol ks have.

MR, SCHWARZ: Warren? MR WOOD: Yes?

MR, SCHWARZ: If | mght, you nmentioned a budget paynment plan. And ny
thinking is that budget paynent plans don't really address this kind of problem
That is, if the nost that a person can afford is $500 per year for utility
service, spreading out an $800 per year bill over 12 nonths or $800 worth of
usage over 12 nonths, you'll end up with a $300 deficit that has to be funded at
t he end.

So budget paynment plans are certainly useful in a lot of situations, but I
don't think that they'll address th is particular problem

MARY BAILEY: | would agree with you I think we saw that this year, that it
did not. An', that affected everybody and--

MR. SCHWARZ: Yeah, me too.

MARY BAI LEY: -- everybody conpl ai ned about that. | would just underscore
what Davenport said earlier. W, at the Community Action Agency work with the
ECI P program And as you know in M ssouri, Social Services and |egislature,
everyone has worked very hard to put nore funding into that program recognizing
t he need of | ow income people.

And just to give you sone idea of the kind of inpact that this wi nter has
had in this area-- and | would point out that this is-- our nunbers are not big
nunbers because we're a very rural area.

We serve five counties and they're very rural counties. So these nunbers
don't conpare with Kansas City or St. Louis or sone netropolitan area.

Last year in our ECIP program our utility assistance program we served about
290 househol ds. That's unduplicated numbers. This year we served 799 househol ds,
agai n, unduplicated nunbers.



Qur average paynent-- assistance paynent |ast year was about $153. And
this year our average assistance paynent has been $233. Obviously there's been a
ot of fluctuation up and down.

The interesting thing about those household nunbers is that the | ower
nunber for |ast year, the 290, reflects both the summer and the wi nter prograns
for ECIP.

The $799 for this year doesn't-- is winter only. We, at this point, do not
have noney for sunmer fromthat particular program W have been out of funds
for utility assistance fromthat program since-- gee, April, middle of April as

far as being able to obligate nore.

And the | adies here fromthe Salvation Army and also fromthe Red Cross
can attest that we all have very large waiting lists.

So when you think about being out of utility assistance noney for a | arge
segnment of the population since, let's say the end of April just to use round
figures, at that point you haven't had the heating bills coming in for April
which is a nmonth that does require heating in this area as is May a little bit.
The |l ast day or so |'ve seen sone people are heating.

We had fromthe E@p programfor our five counties this year $304, 000 that
we have distributed in paynents. Last year we had for the entire sunmer and
wi nter program $105, 600. |'m roundi ng those nunbers.

But you can see the conparison for this winter And |'m sure a part of it
was certainly it hit very early in Novenber and Decenber. There's |little doubt
about that.

One of the nobst disparaging things for famlies | think in this area was

the increase-- | think that was probably an enmergency increase that we had early
this year where we had a rise of | think about 32 percent-- and | may be a
little off on that percentage-- in natural gas prices. And regardl ess of the

need or the nmerit for that, it was very difficult for our people to absorb

I would Iike you also to keep in nmind that a |arge nunber of the fanmlies
that we serve are people who are on fixed incones. The Social Security-- basic
Social Security benefit that a | ot of people in our area receive is between
$6, 000 and $7,000 a year.

Thi nk about trying to pay sonme of the bills that some of you nmay have had on an
income |like that, plus keep up with the other nornmal expenses.

So it has been an unusual situation. And | think it would be helpful to
have sone mechani sm at |east to address those kinds of issues because they're--
there's no way that people in the inconme range that | nentioned and many of the
peopl e we serve at |less inconme than that or even a working famly in an average
job in this comunity is going to be able to react to those kinds of increases
on a regul ar basis.

And I'mnot singling out natural gas. It's just a fact of life that
incomes are fairly limted.

MR, WOOD: Thank you. You had a--

ANNE BARLOW Yes. |'m Anne Barlow fromthe Red Cross office here in Adair
County. They woul d have a budget paynent-- the custoners, | nean, that are--
when her ECIP funds ran out, then the Salvation Arny, the Red Cross, the
Emergency Relief Mnistries, which is a fund that is supported by the |oca
churches, those would just be overrun with requests to pick up that utility
bill.

On Monday al one, | had 43 cases between 8:00 and 3:00. 35 of those were
fromnatural gas bills where they will be-- they were calling in your settlenent
nonth. And in the nonth of May | probably sent $5,000 on nothing but utility
bills, npbst of themfor natural gas. And that's just fromthe funds that | have
can go over.

Apparently if the client had been on a budget billing and they had mi ssed
two of their paynents, they were automatically kicked off of that budget billing
here and they would have to pay the whole bill every nonth it came in.



And sone of these people on fixed inconmes, they just can't do that. The
soci al agencies that do this sort of work, | think I’m probably the only Red
cross chapter in the state that does this.

They-- we try to use as a one-tine energency service; not as a way of
life. The Salvation Army and |, we have a network by which we can weed out the
peopl e that are users of the system

And we-- we're joined at the hip, so to speak, because we talk every day
about, "Well, there's so-and-so. She's out |ooking for funds" or whatever. And
we try to put restrictions on there so that we treat each body-- everybody
fairly and-- so we don't |let one custonmer take advantage of our system
But the buck is going to stop because the funds are just not going to be there.
You want to say sonething? She doesn't want to say anything. | guess | said it
all.

MR, WOOD: Thank you. |s there anybody else that would |ike to speak?
Anybody el se? Last call. Ckay. Well, since we have no nore fol ks who wish to
speak, we'll go ahead and close this neeting. Thank you all again for attending.
Your thoughts tonight have been taken down by the court reporter and will be
provi ded to each of the task force menbers for consideration in devel opi ng sone
of the options that we're | ooking at for possibly maki ng sonme adjustnents in the
future. Thanks again for attending and have a safe drive hone.

(Proceedi ngs concluded at 6:58 p.m)



